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RESTRUCTURING UNDER NAFTA: WHAT ARE THE
CONSIDERATIONS AND HOW DO WE IMPLEMENT THEM?
HAS NAFrA CHANGED PATTERNS OF MANUFACTURING
LOCATION, DISTRIBUTION, AND MARKET PENETRATION?
David Winfield

I would like to begin my remarks by thanking Henry King for his
kind invitation to speak to you today. More than a decade ago, the
company for which I work, Northern Telecom, considered itself to be a
North American company at a time when most corporations on both
sides of the border were proudly proclaiming their national origins
particularly during appearances before congressional and parliamentary
committees that they thought might do them some good.
In the years since, we have become a truly global corporation, and
we are very pleased to be able to contribute to a discussion of the
North American Free Trade Agreement before such a distinguished
audience.
In fact, I think it is fair to say that we are uniquely positioned to
comment on these matters. We have evolved in our 100-year history
from a small manufacturer of telephone equipment for the Bell Telephone Company in Montreal, Canada to becoming one of the world's
largest global telecommunication equipment. suppliers, with revenues of
close to $13 billion dollars (U.S.) and 68,000 employees working in 150
countries. And we are truly a "NAFrA company," with fully developed
manufacturing as well as marketing operations in Canada, the United
States, and Mexico.
Of our 68,000 employees, about one-third are located in Canada,
one-third in the United States, and the remaining third are located
around the world. We have about 1,500 employees in Mexico and the
number is growing steadily.
Although our world headquarters is located just outside of Toronto,
we expect that half of our total revenues will come from sales outside
North America by the year 2000. We believe this target is realistic in
-
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view of the fact that while only twelve percent of our revenues came
from international sources in 1991, in 1995 they accounted for forty
percent of the total.
We are growing in markets outside Canada and the United States
not only because we want to, but because we must. The International
Telecommunications Union estimates the current global market for telecommunications equipment and services is $800 billion dollars (U.S.).
With the signing earlier this year of the World Trade Organization's
Trade in Services Agreement, the market is expected to double, or possibly even triple over the next decade. The Agreement is a major step
towards ending the government monopolies and closed markets that have
characterized the telephone services sector.
Another important step in this area was the even more recent agreement reached at the WTO among forty member countries to eliminate
tariffs on information technology products - recognition of the importance of the free flow of equipment and technology -recognition of the
significance of this sector in the development and growth of the world's
economy and developing economies. Clearly, more remains to be done;
however, this represents a very important step.
Let me return to NAFFA. In our view, the signing of NAFTA was
more than an act of political wisdom and courage, it was an important
milestone on the road towards achieving open and free markets in our
hemisphere and around the world. But we also have to recognize that
the battle for free and open markets has not yet been won. Having seen
the advent of so many new trading arrangements in recent years - the
European Union, the Canada/U.S. Free Trade Agreement, NAFTA,
MERCOSUR, and many sub-regional agreements, such as those entered
into by Mexico with other countries in Latin America, we may start
believing that we are part of a process that is unrelenting and inevitable.
We would do well to remember that so-called free trade agreements
like NAFTA do not offer global free trade; rather they are preferentialtrading and open-investment arrangements which offer free trade to
members - but also implicitly provide protection against non-members.
And members themselves tend to hold tightly to their sense of national
self-interest.
Even the European Union, which has its origins in a war that ended
more than a half century ago, not unexpectedly, still is unable to demonstrate the unity of purpose that the poorest nation-state displays on its
first day of independence. A German is still a German, a Frenchman is
still a Frenchman, and as for Englishmen, there are so many who are
not Europeans in either their hearts or their minds.
For NALFTA, or any similar trade agreement to endure, it must build
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up a history of success in meeting the economic needs of the countries
and the people - whose governments have signed it. Free trade
agreements are positive steps. They provide examples of advances in
trade and investment rules achieved among neighbours-which are easier
to attain than in larger regional forums or in the WTO.
In the case of NAFrA, we are dealing with an agreement that came
into effect just slightly more than three years ago, on January 1, 1994.
Although we live in an era of instant communications, rapid technological advances, and swiftly changing economic circumstances, it is too
early to turn the case over to the jury - particularly in light of the
distortions introduced into trade and investment flaws as a result of the
Mexican economic crisis. On the other hand, I suggest that those of us
who believe in the NAFTA and want to see its spirit of openness extended to other countries have a great deal of solid, early evidence to
offer. I will not reiterate the situation and insight in this area that your
speakers have offered over the past two days, particularly Daniel
Schwanen, who undoubtedly amplified on his recent book, Trading Up,
except to state that trade flows among Canada, the United States, and
Mexico, which had started to grow before NAFTA - certainly between
Canada and the United States under the free trade agreement - have
benefitted greatly from the market access and structure that NAFTA
offers.
Beyond trade, of course, there is also investment. And here the story
is equally telling. By providing greater certainty and stability for investment - making decisions and by guaranteeing non-discriminatory treatment and improved access, the FTA and NAFTA encouraged U.S. investors to increase their stake in Canada by eleven percent to $113
billion dollars.
At the same time Canadian investment in Mexico has grown almost
exponentially, from about $300 million dollars in 1990 to close to $2
billion dollars in 1996, what with major recent commitments made by
Canadian banks and the mining industry.
Mexico is clearly attracting investment from the rest of the world as
well. A recent World Bank study reported that, in 1996, Mexico was the
second-largest recipient of private capital flow into developing countries,
accounting for nearly $30 billion dollars (U.S.) of the world total of
$244 billion dollars (U.S.).
We should recognize that a milestone is only put into place as a
way of recording an existing fact. In other words, NAFTA was not so
much a bold new initiative as it was a formal recognition of what was
actually happening in our national economies and between them - particularly between the United States and Mexico. NAFTA is a result of
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the move towards increased trade and investment, as much as it is a
cause.
We at Northern Telecom have seen the same kind of evolution in
our own corporate development. For example, our presence in Mexico
predates the announcement of the plan to negotiate a free trade agreement, as does our commitment to a major investment in Monterray.
That operation today employs 1,200 people and growth in manufacturing, employment, and exports will continue, especially when we create a
Centre of Excellence for FWA. Of course, there have been many additional benefits for Monterray-technology transfer, unemployment insurance, education, support for university and technical schools, new investment, and the commercial benefits that flow to our many local suppliers.
However, our interest was sparked by "Salinastroika"--the decisions
of the government of Carlos Salinas de Gortari to introduce "apertura,"
a rules-based, open-market system that promised to knock down barriers
to investment and trade and, in our sector, to privatize and deregulate
the Mexican telecommunications industry.
At Nortel, once we knew the artificial restraints were being removed, we moved quickly to build a strong presence in the market. And
we took a continental view of our operations there. The revenues of
Nortel de Mexico increased from $10 million dollars in 1990 to $140.3
million dollars in 1995. In addition, we export about $100 million dollars from Monterray, and those numbers are growing.
As the revenue breakdown I mentioned a moment ago indicates, we
have not waited for free trade agreements to be negotiated elsewhere
before making our commitment to invest. Indeed, while we as a company encourage and benefit from regional free trade agreements. We are
strong supporters of the movement to global free trade under the multilateral trading system embodied in the WTO.
Overall, the two main forces facilitating the economic integration of
the global economy, and thereby driving corporate and national global
competitiveness - and therefore re-engineering and restructuring - are
liberalization, and by this I mean deregulation and privatization, as well
as free trade, combined with unrelenting advances in information technology-and the building of infostructure. If bricks and bolts were the
infrastructure of the industrial age, then bits and bytes are the
infostructure of the information age. While the building of infostructure
is clearly good news for our sector, it is of critical importance to nations and businesses alike. Telecommunications and information-technology systems must be built in order for developing economies - and
developed economies as well - to move forward, to truly participate in
and benefit from the global economy and to help them build their own
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particular competitive advantages.
Technology changes, especially in the information sector where it is
critical to social, democratic, national, and economic development, can
allow developing countries to leapfrog to new technologies and spur
growth. Developing countries such as Mexico can essentially leapfrog
over their antiquated infostructures and emerge in the 21st century as
full participants and beneficiaries, as well as world-class competitors,
with the most modem of communications systems.
Indeed, more than three billion people in Latin America, Asia, Africa, and Eastern Europe are joining the one billion people in the industrialized economies in the revolution that is the emergence of the information age. Obviously, we want to be fully involved in this exciting transformation. For many of us in industry, it is this globalization and what
it means that drives corporate change, not the implementation of trade
agreements. For Nortel, any restructuring we have undertaken which
may appear to follow NAFTA is driven solely by the need to
adapt-very quickly and with great agility - to a new global economy
and the rapidly evolving needs of our customers.
We no longer organize our company around national markets - we
organize in recognition of the inherent partnership that our customer
relationships represent. We go where they go - or where they are. Our
customers are not "foreign" or "international"-- they are all domestic.
For example, we manufacture in twenty-six countries around the
world. More important, we have thirty-nine Nortel technology labs operating around the world, all linked by a global video network that permits us to work on, to manage, and to distribute research and development from Beijing, China; Wollongong, Australia; and Tokyo, Japan
to Ottawa, Canada; Raleigh, North Carolina; and Richardson, Texas, and
on to Maidenhead; England; Mam6-la-Vall~s, France; Istanbul, Turkey;
and Mumbal in India.
Let me just add - our commitment to R&D is critical to our success and to the success of our customers. R&D expenditures average between twelve to fourteen percent of total revenues and twenty-five percent of our employees are devoted to R&D.
Back to NAFTA - to the point of whether or not NAFTA was a
cause of many of the changes taking place. A survey by the Americas
Society in 1993 showed that, even before NAFTA was ratified, many
companies had oriented their strategic planning towards the emerging
North American regional market as the centrepoint. Changes in corporate
structure are being driven by a much broader array of focus, including
the recession of the early 1990s, continued slow growth, intensive global
competition, technological change, and the changing perceptions of se-
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nior management about what businesses they are really in and what
markets they really should be serving.
On a related point in Canada, many high-cost branch plants could
no longer be operated profitably once protective tariffs had been removed under the double impact of successive GAT rounds and the
FTA. So they were either divested or given global product mandates on
the same or a similar basis to company operations in the U.S. home
market. By the same token, some U.S. companies began shipping directly to customers north of the border without going through Canadian
distribution systems.
Nonetheless, fears of widespread corporate pullouts have proven to
be unfounded. Most companies that reported significant changes in their
relationships with the Canadian subsidiaries said that the Canadian operations had been integrated into some kind of North American or U.S.
entity. Furthermore, surveys by the Americas Society and the Conference
Board of Canada suggest that intrafirmn trade is not a zero-sum game,
with one segment of a firm, say the U.S.-Mexican linkage, replacing
another, say the U.S.-Canada relationship. In fact, it is believed by those
who study these matters-including Daniel Schwanen - intrafirm trade
is growing - to the benefit of shareholders, employees and, hopefully,
national treasuries.
In any case, efforts to rationalize and integrate U.S., Canadian, and
Mexican business operations are moving forward rapidly, accompanied
by high levels of organizational innovation and experimentation, and
NAFTA is only one factor.
The process is being driven by a number of factors, not the latest of
which is global competition - it keeps us sharp and on our toes. The
intensity of competition has climbed rapidly and dozens of companies
that were once familiar names have disappeared from the landscape. In
the computer industry alone, Wang Laboratories, Cray Research, and
Tandem Computers have all disappeared from the Forbes 500 list over
the past decade - and many more are gone as well. There is nowhere
to hide - and one cannot stand - or sit - still. And it is they who
fear competition and want to stifle or control it that we have to be most
aware of. There are a couple of problems which need to be addressed.
The only justification for anti-dumping and countervailing-duty remedies is to prevent predatory trading practices on the part of outsiders.
When they are consistently applied in industries where this danger is
particularly remote, such as resource industries specific to particular
locations, or commodities subject to enormous world-wide competition,
then one has to wonder if the broader national interest is really being
served.
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An additional problem is the area of non-tariff barriers to trade.
Even with the commitment to mutual cooperation and openness that
NAFTA implies, we have seen barriers erected at the instigation of local
suppliers and service providers who are intent on retaining their market
dominance. The excuses for such barriers can take many forms: the
supposed technological risk of introducing new equipment from external
sources; the potential job losses and flight of capital that would result
from any decrease in their market share; the alleged cultural differences
between themselves and outsiders; and many more that determined and
inventive minds can dream up.
In Mexico, for example, we have seen such properties as "loudness
of ring" appear in national standards for attaching terminals to the public telecommunications network. A few years ago, Japan allowed domestic pharmaceutical manufacturers to market round pills that were easy to
swallow, but insisted that foreign manufacturers seeking entry into their
market produce triangular pills that tended to stick in the throat.
Historically, all three NAFTA countries have come to free trade
reluctantly. In Canada, the debate leading up to the passage of the Canada-U.S. Free Trade Agreement was spirited, divisive, and sometimes
just plain angry, with our two main political parties, the Liberals and
Progressive Conservatives, swapping their respective traditional pro- and
anti-free trade stances.
The United States has a history of instinctively resorting to protective measures. More recently in the United States, in Helms-Burton, we
have seen barriers imposed for the sole purpose of achieving an extraterritorial political result-and damn what the foreigners think about it. By
the same token, NAFTA has basically become a non-issue - a part of
the landscape.
Americans, I think, are still impressed by that image of the "great
sucking sound" of jobs heading south of the border, despite the fact that
for the last two years they have heard only silence. In fact, over this
period, according to the Department of Commerce, the huge increase in
American exports to Mexico has created more than 200,000 new jobs in
the United States. And as Jim Jones, the American ambassador, pointed
out in a recent speech to the American Chamber of Consumers in Mexico City, export-related jobs carry wages on average thirteen to sixteen
percent higher than jobs that produce goods or services solely for the
domestic U.S. market.
In a speech in Ottawa last May, Recato Ruggiaro, the director general of the World Trade Organization, said that "defensive arguments
based on sovereignty must be recognized for the illusion that they are.
The true expression of sovereignty in today's world is the capacity of
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democratically elected governments to articulate the interests of their
constituents through negotiations and international commitments."
I could not agree more. For this reason, I believe that for NAFTA
to realize its full potential there are a number of factors to be considered:
1. The North American Free Trade Agreement is a start and not the
end. NAFTA is organic - it can and should evolve.
2. Excellent human relations based on mutual respect and a commitment to mutual benefit. Nortel's experience in Turkey, China, and Mexico has taught us that technology can be shared effectively and profitably only if people are willing to work together, whatever their national
origin. That is why we emphasize an investment in people - whether
they are employees or customers and it is one reason why we have
made major commitments to technology training and education for all
our employees - and our customers' employees - and focus corporate
donations and considerable effort on collaborating with universities and
technical schools around the world.
3. Maintain and strengthen the dispute-resolution process.
4. Eliminate all non-tariff barriers - establish uniform and harmonized standards.
5. While important advances have been made in Mexico, a balanced
approach to protecting intellectual property is very important. If foreign
partners find that they are required to give away the keys to their storehouse of knowledge and technological expertise without getting anything
back, then their commitment to that market is likely only to be tentative
and half-hearted.
6. A confirmed commitment to national treatment for goods and
services, including equal access to government procurement and exportstimulation programs.
7. We need to do something about anti-dumping actions and countervailing-duty measures, which seek to raise the cost of competition and
force rivals to raise their prices, either through threats or the imposition
of tariffs. One study had shown that simply initiating an anti-dumping
process costs the opposition dearly and can deter trade. So just by
launching an anti-dumping action it is possible for you to win - the
only question is: how much and what does the market and individual
consumer lose in the process?
As we seek to build on the successes of NAFTA, I think we would
do well to recall this observation from Charles F. Rule, a former U.S.
assistant attorney general. In an interview he said: "[e]ffective foreign
competition serves as a more expedient and efficient check on competitive abuses by domestic firms than (U.S.) antitrust enforcers can ever
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hope to be."
Let me leave you with one last quote from someone who appears to
have been so committed to free trade that it is mentioned on his tomb.
Napoleon, who sought to create a trade union militarily, rather than
diplomatically, has inscribed on his grave, "[flree trade favours all classes - it excites all imaginations, it moves all people. It is identical to
equality and naturally encourages independence."
With more than three decades of international trading experience, we
at Northern Telecom are proud to declare our string support for global
free trade and open investment regimes - and for NAFrA.
And especially important, we are proud to support the more fundamental forces of open markets, deregulation, and privatization that will
lead not only to free trade, but also to national and international prosperity and peace.
Together, these forces are good for the people of Mexico, the people
of Canada... and the people of America.

